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the CPA
practitioner

NOVEMBER 1977

An AICPA publication

for the local firm

DON’T OVERLOOK THE SMALL BUSINESS ADMINISTRATION

Operating through over 100 offices in all parts of
the country, the Small Business Administration
can offer financial aid and a very extensive pro
gram of management and technical assistance to
small businesses. However, it is the SBA’s 19 loan
programs that should be of most interest to local
practitioners. With knowledge of the various types
of financing available, and of eligibility and infor
mation requirements, plus familiarity with normal
loan application procedure, CPAs can be a great
help to their small business clients.
Many of these programs are aimed at specific
problems, such as helping the physically handi
capped businessperson, or businesses that are af
fected by natural disasters, energy shortages, or
by various government decisions and changes in
regulations. Still, the regular business loan pro
gram [section 7(a) of the Small Business Act, as
amended] is by far the largest of these, and pro
vides funds for business construction, or expan
sion and the purchase of machines, equipment,
facilities, supplies or materials, and for working
capital.
The SBA defines a small business as one that
is independently owned and operated, not domi
nant in its field, and meets employment or sales
standards developed by the agency. Local practi
tioners may be surprised to find that some of their
larger clients fall into this category.
For example, in certain manufacturing indus
tries, the number of employees may range up to
1500, and a company in the wholesaling business
is considered small if its yearly sales are not over
$9.5 to $22 million, again depending on the par
ticular industry. The standards for other indus
tries tend to be larger than expected too, so the
SBA should be kept in mind when financing is
required.
By law, the SBA may not make a loan if private
financing is available. The client must first apply
to a local bank or other lending institution, or to
two banks if the business is situated in a city of
more than 200,000 people. If financing cannot be

obtained on reasonable terms, the SBA may help
by guaranteeing up to 90% or $350,000 (or
$500,000 in special situations), whichever is less,
of a bank loan. If this cannot be arranged, the
agency will then consider advancing funds on
an immediate participation basis with a bank,
with its share of the loan not to exceed $150,000.
The final method, but one which is not cur
rently available due to lack of funds, is by direct
loan.
The Small Business Administration lists the
following procedure that should be followed by
established businesses when applying for an SBA
loan. As with any loan application, the CPA should
ensure that the information supplied is both accu
rate and adequate.
1. Prepare a current balance sheet listing all
assets and liabilities of the business. Do not in
clude personal items.
2. Prepare a profit and loss statement for the
previous year and for the current year to date.
3. Prepare a current personal financial state
ment of the owner, or each partner or stockholder
owning 20 percent or more of the corporate stock
in the business.
4. List collateral to be offered as security for the
loan, with an estimate of the present market value
of each item.
5. State the amount of the loan requested and
explain the exact purposes for which it will be
used.
6. Apply for a direct bank loan, and if turned
down, ask the banker to make it under the SBA’s
Loan Guaranty Plan, or to participate with the
SBA in a loan. If agreeable, the banker will deal
directly with the SBA.
7. If a guaranty or participation loan is not
available, the financial information should be
submitted directly to an SBA field office. For fur
ther information contact a field office in your area,
or write to the SBA headquarters at 1441 L Street,
N.W., Washington, D.C. 20416. Or you may call the
SBA at 202-653-6385.
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To Our Readers
This is the first issue of the CPA Practitioner. It will be a monthly
letter for local practitioner members of the AICPA. The letter will
have a strongly practical orientation, dealing with such matters as
practice management, some elements of taxation and the practical
application of professional standards. The articles will be short and
we will try to balance each issue in terms of subject matter. It is hoped
that practitioners will read every issue as soon as it is received.
The CPA Practitioner will be sent automatically to all members
associated with firms that have fewer than 50 AICPA members and to
other members on request. At present no distribution outside the mem
bership is planned.
In the early stages, the publication will be mostly staff-written.
In the future, we hope to receive some practitioner-written, by-lined
items. The principal author and editor is Graham Goddard, who has
recently joined the Institute’s staff. Though he is an experienced financial
journalist, he would still benefit from whatever advice you can give him.
For this reason, the main source of material for the publication
must be practitioners. If it is to succeed it can do so only with your
cooperation. You are therefore encouraged to do several things:
□ Send Graham a list of specific topics that you would like to see
covered. Or, if you prefer, call him at (212) 575-6278.
□ Urge your colleagues to do the same.
□ Prepare drafts of short items on new techniques or methods you
have developed which would be of interest to your colleagues.
□ Discuss the publication with other practitioners at every oppor
tunity. If you have any recommendations, by all means write or
call them in.
□ Make yourself available for consultation with the editor about how
things are done in your firm. Many useful articles can result from
a pooling of knowledge on a single narrow topic.
□ Offer constructive criticism on published material. Differences of
opinion can be reported and improvements made.
□ Letters to the editor will be welcome, space permitting, on matters
within the letter’s frame of reference.
What all this comes down to is that this is your publication. It will
be only as good and as useful as you make it. Some of the material in
this issue is generally stated and would have benefited from specific
examples. If the letter can draw fully on your skill and experience in
this and other areas, it can be an effective medium for the exchange of
all kinds of practical information.

Roderic A. Parnell
Publisher
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Financial Statements and Loans
Before granting a loan, the officers of a financial
lending institution will want to know the specific
purpose of the loan, its safety, and when and how
it will be repaid. They will also want to know
about the company’s business, its history, present
position, and plans for the future.
But the key determinant will be the quality, or
ability of management. And in their evaluation of
that, the lending officers will rely heavily on the
company’s financial statements. Basically, these
will reveal how costs and expenses are controlled,
the policy on collecting receivables, effective plant
utilization, the trend of sales and profits, and
many other things. The CPA who is aware of what
a loan officer looks for in those statements, the key
tests that are applied etc., is in a much better posi
tion to ensure that his client is armed with the
right information.
Some balance sheet items:
The current ratio is the most important of the
tests for solvency. The loan officer will be as inter
ested in what comprises assets and liabilities, as
in actual dollar amounts.
Quick assets ratio relates cash and accounts
receivable to current liabilities, shows ability to
meet obligations on time.
Inventory turnover will be checked to reveal the
existence of slow moving or obsolete items.
Trade receivables are most likely to be com
pared with sales volume to determine the control
of past due accounts. Loan officers are interested
in the age and quality of these receivables because
they affect the working capital position.
Working capital will probably be scrutinized to
ensure adequacy during seasonal low points.
Fixed assets are examined and compared with
sales and operating profit figures to determine the
existence of obsolete or idle equipment; or the
ability to handle future growth without the need
for added facilities. Other items that are often
looked at are depreciation methods on buildings
and equipment, and details of fixed asset leases.
Total assets are evaluated and true net worth
established.
The net worth to debt ratio is calculated, an
acceptable minimum here being 1:1.
Liabilities are searched to see if any have a pre
ferred claim to assets, or important acceleration
features.
Some income statement items:
The profit trend will be checked to see how well
the company is being operated.
Operating profit may be compared with sales
to determine how many cents of each sales dollar
were earned from operations; or with operating

assets to indicate the effective utilization of assets.
Sales volume and gross profit figures will also
receive attention as will salaries and other pay
ments to owners.
Also, the cash flow statement and forecast will
be checked to determine the company’s needs.

The Advantages of a Good
Time Recording System

In addition to determining how much staff time
was actually spent on an engagement, a well
thought out time recording system can provide
much additional information to help increase the
efficiency and profitability of a practice. Here are
a few things to keep in mind when setting up a
system, and some of the potential benefits:
□ Make sure it provides a chronological record
of all staff activities, including those that are
not chargeable to a client.
□ Have it coded for billing purposes, to show
the different types of work performed, and
the different categories of staff engaged on
each assignment.
□ The input of data should be arranged in such
a way that permits its easy transfer to other
records such as client files.
□ It should simplify the study of how much of
each staff member’s time is chargeable to
clients over a given period. This is done by
deducting from the number of working
hours available all non-chargeable time such
as vacations, sick days, unassigned time, etc.
Even this short checklist makes it easier to:
□ Plan work schedules and estimate time re
quired for each assignment. Prevent undue
time being spent on any one aspect of the
job, and ensure that the work is completed
on time.
□ Use personnel more effectively and obtain
maximum productive time.
□ Evaluate each individual’s performance for
promotion, salary increases, etc., by permit
ting comparisons with an average for all
staff.
□ Reduce disputes with clients over fees by
providing an instant record of services per
formed, and the time spent by staff on them.
□ Determine if additional staff is required and
how many more billable hours this should
produce.
□ Convert time into dollars. The coding system
for the various billing rates will put a dollar
value on the work performed and facilitate
determination of a fair fee.
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Improving Clients’ Bookkeeping
It is axiomatic that the more time spent on routine
accounting work for a client, the less time a prac
titioner has to provide the skilled professional
services and advice that could lead to better man
agement information, and aid in the growth and
profitability of the business.
Clients should thus be encouraged to do as
much of the basic accounting function as their
abilities will permit. Further benefits will accrue
if they can be persuaded to use standardized ac
counting systems that will help the practitioner by:
□
Simplifying staff training.
□
Standardizing working papers.
□
Speeding the work flow.
□
Aiding the analysis of data.
The practitioner should explain that the books
are not just a record of business transactions, but
should yield information on costs, credit, inven
tories and other data that will assist in more
effective management of the company. There are
many types of bookkeeping systems that are help
ful in this respect. Some that are suitable for use
by small businesses are:
□
Conventional bound or loose-leaf books.
□ Preprinted books—some with significant an
alysis aids.
□ Multicopy systems, whereby one entry simul
taneously produces other entries.
□ Coded systems for key documents to aid in
analysis.
□ CPA supplied sheets which can be linked to
analysis systems in the practitioner's office.
Care should be taken that the chosen system is
not beyond the present capabilities of the client.
But if the client is encouraged to hire a book
keeper with the necessary ability, the records can
be improved over time, and the client can do more
of the routine work as the business grows. Never
theless, the practitioner must be willing to spend
the necessary time with each client, making im
provements where needed, and ensuring that the
system is being correctly maintained. Whatever
system is adopted, it is important to reconcile all
parts of it, as this will permit greater client par
ticipation and less work for the practitioner.
Usually, the smaller the client the greater the
need for help and advice on accounting systems
and methods. In many cases it is essential that the
fees for such services be kept to a minimum. One
way the CPA can assist in this regard is by supply
ing the client with notes explaining in detail, but
in layman’s language, how the various types of
books should be kept. The notes should be de
signed to help the client save time and also to pro
duce records in the form of most value to the prac

titioner. It may also be beneficial to gear the notes
toward a specific industry if the practitioner has a
number of clients in that industry.
There are innumerable other ways in which the
CPA can assist smaller clients improve their book
keeping. In all cases, the practitioner should keep
adequate and updated notes on file regarding the
different systems being used. The time saved on
simple chores and spent instead on providing the
client with constructive services, can only be bene
ficial to the practitioner as well.

Client Information Form
The form on the next page was submitted by
Sidney F. Jarrow of Chicago. It is used in his firm
to permit more effective partner control of cli
ents, and to assist in giving better service.
Three copies are made of the completed form.
One copy is placed in the client’s permanent file.
Another is filed alphabetically in a notebook that
is retained by the partner in charge. The third is
placed in a follow-up file, and released to the part
ner on the review date.
The following explanations will clarify the pur
pose of some of the headings.
□ Banks and account numbers are for general
information and to facilitate listing clients
according to where they bank.
□ Space is provided for a partner in charge
and also for a back-up partner.
□ The Review Date is chosen by the partner in
charge and the form is returned to the man
aging partner to verify that the client is being
serviced in a timely manner and that all
forms have been filed when due. The Tax
Department has a separate follow-up system.
□ I.D. # is the federal employer identification
number.
□ State incorporated is in case the client is
incorporated in another state that has differ
ent laws on taxes, stockholders’ rights, etc.
□ Estimated annual billing shows client’s con
tribution to firm profits. This helps ensure
that good clients are not under-serviced.
□ SIC # is the standard industrial classifica
tion number. It enables the firm to list its
clients by their industry. It’s useful in a
growing practice for keeping partners and
staff aware of all of the firm’s clients.
□ Date of information shows whether the in
formation is current or should be updated.
□ Telephone and visit ensures that the partner
maintains an appropriate personal relation
ship with the client.
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Client Information Form

CLIENT INFORMATION

REVIEW DATE

___________________________________________

CLIENT NAME ___________________________________________

CLIENT NO. ______________________________________________

ADDRESS _______________________________________________

I.D. # ___________________________________________ ______

PHONE NO.

STATE INCORPORATED _ ____________________________________

CITY, STATE, ZIP CODE _________________________________
FORM OF BUSINESS:

CORPORATION (

TYPE OF BUSINESS:

DESCRIPTION

PARTNERSHIP (

)

)

SOLE PROPRIETOR (

YEAR END ________________________________________________

)

ESTIMATED ANNUAL BILLING _______________________________

OTHER (TYPE)_______________________

SIC # ___________________________________________________
DATE OF INFORMATION ____________________________________

BANK ACCOUNT
& NUMBER

Number

Name

PRINCIPALS: (NAME & POSITION)

PARTNER(S) IN CHARGE:

(1)

(2)

STAFF PERSONNEL ASSIGNED (1)

(2)

(3)

ATTORNEY: (NAME & ADDRESS)_______________________________________________ _________________________________________________________________________________

INSURANCE AGENT: (NAME & ADDRESS) ____ ___________________________________________________________________________________________________________________

MISCELLANEOUS INFORMATION & SPECIAL INSTRUCTIONS: _ ______________________________________________________________________________________________________

STATEMENTS PREPARED:

FINANCIAL
STATEMENTS
MAILED:

MONTHLY (

QUARTERLY (

)

)

SEMI-ANNUALLY (

)

JUNE

JAN.

FEB.

MAR.

APR.

MAY

YEAR 19 _____

________

________

________

________

________

YEAR 19 _____

________

________

________

________

YEAR 19 _____

________

________

________

________

ANNUALLY (

JULY

AUDIT (

)

)

AUDIT

OCT.

NOV.

DEC.

________

________

________

________

________

________

________

________

________

________

________

______

________

________

________

________

________

________

______

________

________

________

________

________

________

AUG.

SEPT.

______

YEAR 19 _____

________

________

________

________

________

________

________

________

________

________

________

________

______

YEAR 19 _____

________

________

________

________

________

________

________

________

________

________

________

________

______

TAX RETURNS
-----------

FORM #
--------

DUE DATE
------------------

19______

MAILED
19 ______ 19 ______ 19 ______

FEDERAL TAX

__________________________

_____________________________

STATE TAX

__________________________

_____________________________

CAPITAL STOCK

__________________________

_____________________________

ANNUAL REPORT

__________________________

__________________

PROFIT SHARING

__________________________

_____________________________

PENSION PLAN

__________________________

_____________________________

CLIENT CONTACT BY PARTNER

19

TELEPHONE

VISIT

CLIENT NAME

CLIENT NUMBER

DATE OF INFORMATION ______________________________
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Why Budget?
Budgeting forces a CPA firm to plan and make de
cisions on the type and size of clients it wants,
the staff needed, and what it should pay them.
It helps to control operations by permitting at
least monthly comparisons of actual results with
financial goals. Deviations are quickly spotted
and corrected.
The financial effects of alternative courses of ac
tion such as changes in partners’ duties, or the
loss of clients, hiring extra staff, etc., are more
easily determined.
Large write-downs at the end of the month, and
other unpleasant surprises, can be avoided by
means of a weekly report of work in process for
larger engagements.
Budgeting permits more effective control and
increases motivation of employees. Professional
staff are usually interested in personal develop
ment and the firm’s growth. Management must be
willing to encourage this by paying for profes
sional development, and by having the personnel
available to service new clients. Also, salaries
must be competitive. These decisions will all im
pact the budget because they necessitate the use
of professional-level billing rates.
A little more time spent in planning how to
achieve goals will result in a lot less effort needed
to attain them.
□ Start simply. If you attempt an elaborate
system to begin with, you may never get it
operational.
□ Make your goals realistic. Set them at a level
that will require a reasonable amount of
stretching and effort to achieve, but always
at an attainable level.
□ Adopt one major improvement annually so
that your system is refined gradually.
□ Get your subordinates deeply involved. Let
them help develop plans and take corrective
action when necessary. They should develop
formal systems for setting goals and be mo
tivated to attain them.
□ Keep your plan flexible. Be prepared to re
vise your budget for major changes such as
the loss of one or two large clients, or the
hiring of additional staff.
The managing partner should think of his firm
as his number one client, and his partners must
allow him enough time to do this. Sole practi
tioners can adopt this principle too. During the
seven years that I was a sole practitioner, my goal
was to have at least 50% nonchargeable time to
be used for administrative projects, and for pro
fessional and practice development.
The key to a CPA firm's profitability lies in at

taining budgeted revenue. Because revenue can
vary significantly each day, depending on how
efficiently we operate, our firm developed both
weekly and monthly reports to help us realize our
projections. These reports concentrate on three
distinct elements: chargeable hours, standard
billing rates, and write-downs from these rates.
To save their time, partners need only deter
mine the variable budget information such as
salaries and projected billing rates. You may then
have your clerical staff make the necessary com
putations.
Our experience over the past two years has
shown the tremendous value of having adequate
partner time available for public relations and
administrative duties. This was pre-determined
through projections which showed that partners
should limit their chargeable hours primarily to
planning engagements, training staff, reviewing
workpapers, and meeting clients.
The major portion of a firm’s success is due to
the efforts devoted to planning and controlling
operations. They help keep a firm’s billing rates
competitive, yet provide enough revenue for the
salaries and training that will attract and motivate
professional staff.
CPAs will often recommend to clients that they
institute a budgeting system to increase their
profits. By using budgets in their own firms they
will obtain firsthand experience.
Delay in budgeting is costing your firm money.
Now is the time to get started with a basic budget
ing system. Refinements can be added later.
—by Jerry S. Huss,
Wauwatosa, Wisconsin

Think Small
Houston Smith of Decatur, Georgia, points out
some advantages of using 8½ inch x 11 inch work
papers instead of the normal 8½ x 14.
1. 8½ x 11 can be conveniently kept in three
ring binders while a job is in process.
2. The files are side bound, making it easier to
read the workpapers, or remove or replace
them.
3.
They require smaller file cabinets.
4.
8½ x 11 pads are less expensive.
5. The workpapers are the same size as tax
returns, attach neatly, and in most instances
one sheet is all that is needed.
He suggests that if you are using the three extra
inches less than 20 percent of the time, you should
consider the smaller size.

7
Away From Home Expenses

If you have a client whose work requires that he
relocate for a while, it may be worth suggesting
that he ascertain how long he will be away, before
he leaves. The reason, of course, is that the tax
treatment of living expenses depends upon the
time away from home.
According to the IRS, food, lodging, and other
expenses that are incurred while on "temporary
assignment," are tax deductible. However, if the
relocation is for an "indefinite period," a new tax
home has been established, and these expenses
are not deductible. Also, any reimbursements
from the company to cover these expenses, must
be reported as income. It will obviously help the
client to know beforehand into which classifica
tion his assignment will fall.
How do you know? Well in order to clarify the
situation, the IRS has provided these definitions
(rul. 60-189, C.B. 1960-1, 60):
TEMPORARY: an anticipated actual stay of less
than one year.
INDEFINITE: an anticipated or actual stay of
one year or more.
Even so, the situation does not appear to be cut
and dried. There have been cases in which the
relocation lasted over one year, and were found
to be temporary.

IRS Instructs Agents on T&E
Travel and entertainment expense deductions are
important to many small businesses. Local prac
titioners will find it useful to know what instruc
tions the IRS has recently given its agents on this
subject. Here are some of them.
Initially, the agents should not undertake ex
tensive recordkeeping analysis, as that is the tax
payer’s responsibility. Items that they should con
sider are: (1) The materiality of the deduction in
relation to the size, nature and location of the
business. (2) The various account titles under
which T&E might be allocated and deducted (e.g.
advertising and promotion costs). (3) Prior audit
results. (4) Any known T&E practices in that
industry.
The agent should acquire an understanding of
the circumstances surrounding the deductions
during the initial interview. Things to consider
are: (1) How good are the internal controls—
could personal expenses be easily filtered through.
(2) The general attitude towards T&E. (3) The
taxpayer’s records. (4) Whether or not the tax
payer’s standard of living is commensurate with

his income. (5) Business competition in the local
ity. (6) Business benefits derived from the ex
penses. (7) Company policy regarding the ac
countability of employees for business expenses.
(8) Whether the travelling is being done by the
proprietors, officer-stockholder employees, or by
regular employees.
Among the documents that agents are instructed
to scrutinize carefully are airline tickets, lodging
receipts, and convention and meeting agendas,
in order to determine the business relationship of
the proceedings. Personal entertainment is some
times included in travel and entertainment ex
penses, and when restaurants and nightclubs are
involved, the agents should review the check.
The instructions note that the use of corporate
credit cards by relatives of key officers-shareholders for personal purposes is a widespread
practice. When a corporation cannot substantiate
the business purpose of an expense, the tax con
sequences to the officers and employees involved
should be considered. The agents should also as
certain that the amounts claimed are not "lavish
or extravagant."
The tax reform act of 1976 limited the deduc
tions for individuals attending foreign conven
tions after 1976; and now necessitates a signed
statement setting forth the days and the number
of hours that the taxpayer attended the conven
tion. Accordingly, when reviewing travel outside
the United States, IRS agents must check pass
ports, auto rental receipts and dates on credit card
purchases, to learn of any personal side trips that
might have occurred during business trips. They
must also review the itinerary to establish the
length of the trip, and the number of days spent
on business versus personal activities.
Agents are instructed to be alert for gifts that
might be included with other expense items. They
are told to scrutinize purchases of large quantities
of gift items to determine if these were given in the
year of purchase (no deduction being allowed for
those purchased and still on hand at the end of the
year).
Because travel and expense deductions are al
lowable only for facilities used primarily in the
taxpayer’s trade or business, the IRS sets out aids
to help its agents establish the primary use of a
facility. They are instructed to inspect the monthly
expense statements of social and sporting clubs,
and the logbooks of airplanes to determine when,
and the number of hours a plane was flown. Pur
chases of gasoline, oil and out of pocket expendi
tures for yachts and other pleasure craft will be
checked to see if they correspond with the dates
the facility was used for business.
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Preparing for the Tax Season

Now is a good time to take a few steps that will
eliminate bottlenecks and ensure a smooth run
ning tax season. Here are a few reminders.
□ Schedule interviews—Sending clients an ap
pointment letter in November or December
will help.
□ Get the data early—Enclose an easily under
stood checklist or questionnaire in same se
quence as tax return if possible.
□ Additional data—Ask client to contact your
office beforehand if material changes in op
erations are likely to have caused new tax
problems requiring more information.
□ Other client aids—A tax calendar listing vari
ous due dates, type of tax, information re
quired, mailing address, etc., could reduce
phone calls and penalties for late filing. The
previous year’s return can be useful as a
guide.
□ Review processing procedures—Go over pro
cedures with staff, make changes where nec
essary. Pass out annual tax handbooks and
other instructional material.
□ Set up an assignment system—Review previ
ous year’s returns, see who prepared and re

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

□

□

□

□

viewed them. Familiarity will speed things
up, so assign same people if possible. Make
one person responsible for controlling as
signments.
Control flow of returns—Keep returns that
are to be prepared separate from those that
are to be reviewed. Back-up data for those
being processed at a computer center should
be kept elsewhere. Staff should sign for all
returns that they start work on, then any
given one can be quickly found. It also helps
scheduling of backlog.
Client files—Check beforehand that each file
contains all necessary forms, instructions
and pertinent data. A blank checklist to re
cord information for next year is a good idea
too.
Don’t estimate—Work up actual data instead
of using estimates. The last months’ missing
data can be added in.
Determine needs—If additional personnel
will be required, set hiring plans in motion.
Check supplies, review tax form require
ments and place orders. Check office equip
ment for adequacy and condition. Have
equipment serviced, particularly copying
machines.
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